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Distribution of National Income

_ 'IhIS review of income shifts sinee 1929 is devoted
¢hiefly to the distribution of the national income, which
measures tha form in which esrnings from current production
sre distributed befors they are reduced by direct taxes or
supplemented by transfer incomes. Some consideration is
given towards the end of the article, howsver, to medifica-
tione hronght nbout by direct taxes and ransfer payments,

With totol natiopal income of record zize, it is not sur-
prising that, in doller terms, all majer mcome Ei:mreﬁ- currently
are high by historical standards, The compensation of em-
plovess, tha income of husiness and professionsl pmi:vriet-ur_s,
corpornte earnings. and rentsl income reached penk levels in
1051, The ineome of favm proprietors had been excesded
onlyin 1948, snd nes interest, though belew previeus maxima,
was at the highest peint in 20 years.

Summary of changes

. The relative positions of the different income shares hava,
however, i morkedly from those of 1920, In 1861
gompensation of employees waz 65 parcent of the national
incomna, & share larger by one-ninth than in 1929. The
position of corporate earnings before tax, ot more

16 percent of the total, had increased, proportionately, even
more—by three-tenths. Earnings of farm and nonfarm
proprictors each comprised somewhat smaller percentages of
national ineome in 1351 than in 1929, but they hed exceedad
1929 ps recently as 1948 and 1949, respectively. The major
lopg-term losses in position oceurred in rental incorna and
net’ interest. ERental income had dropped in relutive size
from 8% percent of the national income In 1929 to 3 percent
in 1951, and net interast from 7% to 2 pereent.

These measurcments, as already emphasized, are on a
before-tax basis, Deduction of taxas, which will be ecn-
‘gidered later, malos o considerabls differencs in this pattarn,
espacially with respect to the movement of corporate garn-
inga which have geen subjected to sharply incressed tox
rates, .

Cyclically, the two shares reciargscnt&.ng business coste—
compensation of employees and intorcst—hnve fustvated
less widely than total ineome g0 their percentages of the totad
have behaved counter-eyclically. offscé haz been
mainly in the violently fustuating percentames for corparate
sarnings. However, the remaining three shares have shown
moderately wider cyelical Auctuations than aggregate
income.

In addition to such longer-term and eycliczl movements,
the percentoges reflect strongly distortions coused by the
war and such spacial accurrences a& erop failures at home and

abroad. °
Distributional and strisctural changes

A major purpose of this aiticle is to distinguish between
two himdamentolly different cavses of shifting in the size of
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within the ordinary business sysiern

Pattern of Income Shares Since 1929

the incoma shares.  First, the relative size of the shares may
change becauss of changes in the distribution of ineorae
within & homogeneous group of enterprises of the same legal
form of orgenization, s , and industyy. This type of
change has real meaning only for ordinary business enter-
prises, defined here as proprietorships, partnerships, and
corporaticne organized for profit. They have dominated
cyclical swings in the distribution of national income,

Second, the over-all income distribution is grestly influ-
enced by atructural changes in the economy. Far the most
important of thege are shifts in the relative size of different
indusiriez or aotivities in which incoms is normally
distributed differently.

Labor Share of Income

ordiﬂdﬁ business dominates cyclical
movemeants but long-term trend is
raised by government activity
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Such structural changes outside and, to s lesser oxtent,
lergely, though not
entirely, account for the shifts in income distribution, other
thon those of w cyelical anture, which have talkan place
ainee 1929, ' '
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Compensation of employees

In which sreas of the economy have the major changes in
the ratio of the compensation of employees to naticnal in-
come oceurred? Are they the result of real changes in the
income distribution within ho ecus branches of the
sconomy, or merely of shifts m weights by which the
various branches are cormbined ?

To answer these questions ordinary business enterprises,
within which originated 78 percent of the nationsl income in
182% and 80 percent in 1050, must firet be distingwished from
the heterogeneous activitiee making up the rest of the
20O0NOMY-

Long-time shift outside business sector

In 1950, the employee percentage of ineome originn
within the ordinary business sector wes 62.9 as aga.i%:; Ellng
in 1920. Outside the ordinary business sector, employea

compensation comprised 70 percent of all income originating

ns contrasted with 45 percent in 1929, It is in the latter
n}*e:,i; ﬂéﬁ-&m’ that an gxplqnaigml;h mm :t;ughp lEIDr mosk
of the percentage-peint rise mn the aIn eps in
the total national guel-eumm i

Thiz explanation lies in the enorinons shift in importanca
among the varigus separate activisies making up this hetero-
geneous fifth of the economy. There were sharp drops in the
importence as income-creating sources (relative to total
uational income) of (1) individually-owned real property; ﬂ(]?;}
investmepts abroad; and (3) brokers™ loans to individuals,
Income flows deriving from bhese sources consist predom-
inontly or entirely of rental income, interest, or ts.
In contrast, compensetion of Government and Tern-
meni-enterprisa employees, to which there is no property
income counterpact, moved up from 59 pearcent of the
national income to ©.3 percent.

The high laber preportien of national income during the
war reflectz entively developments ouiside the ordinary
business sector—chiefly the swelling of Government military
and civilian payrolls. :

Business dominates cyelical movements

Within the ordinary business system, the shars of inoome
accruing to lnbor has varied chiefly in response io cyclical
influences, with no clenr evidence of a long-term trend.
It advanced sherply from &2 percent in 1929 to 81 percent in
1932, then fell back to 6§ percent by 1935. At this point
it was lower than iz the period of corresponding activity in
the preceding downswing. 1t did not recede further with
continued business recovery in 1838 and 1937, but followed
the businsss sysela thereafter until the autbreals of war.

Throughaut. the war period ths percentage was slightl
helow the most prosperous peacetime years, but it h
exeeedad 1920 :].]Jlghtly by 1946, and theresfter stabilized
except for & smull dip in 1943, The extreme ]‘g’lﬁ'e of the
perceniage im highly prosperous years—1929, gll the
vears from 1941 through 1850—was from 59.5 in 1842 o
3.2 In 107 and 1949, Excluding the war period, it was
fronz 61.4 {in 148} to 63.2—a vaoriation of less than 2
percentape points or 3 percent.

Broad breakdown of ordinary business

These movements can be anplyzed in more detnil by
subdividing $he ovdinary business ascomomy. DHata plofted
n an aceornpanying chart it tha following observaiions:

{1) In corporations and faymas the employee share of
income originating was the same in 1050 as in 1029, The
slight increase mmﬁm labor share within erdinary business os
a whole derived from a small advance within nonfarm pro-
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prieterships and partnerships, Bo far as this breakdown
in relevant, thersfors, the conclusion drewn for mﬂ.inaaxz
business as & whole chat, 1920 snd 1950 differed but lit
iz based ¢n a general situsiion raiher than offzetting behavior
mo%;ampmmm or » chaoge in the weights of the broad
(ﬂthm r patiod, the employe t
n the prewar period, ern & percentages for
nun.f)grm corporations fgﬁuw 4 ¢lesrly tfaﬁnad eyclical pattern.
Cyclicel frregularities in thiz perind derive from the other
two componenta.

Importance of Labor Income
by Sectors

Laobor share varies widely among sactors
of ordinary business
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Compensotion of tmployses os parcentage

(3) After 1941, the comparative stability of the smployes
percentage for all ordinary business is the result of nﬁsattin%
movements for torporate and noncorpovabe firme and o
shifts in their weighta. From 1945 to 1947, when profits
m soms indusiries were depressed by reconversion, the
labor percentage in the corporaie sphera stood significantly
above 194244 and 1948-50. In the nonferm unineorporated
sector, by contrast, the employee percentapes were low in
1944 and 1045 and thereafter moved up ae the corporata
percentages receded. Noncorporate firms were of negligible
lmP':ﬁrt«anca in the industries nifecied by reconversion
problems.

Industry shifis

_ Employee percentages may also be caleulated for individual
indugtries within the ordinnxy business sector. They can
then be utilized to segregate the effects upen the all-ordmary-
business exmployee perceninge of changes in the disiribution
of ineome within individual industries from the effects of
shifts in the relative size of the industries. The results
of such an investigation are summarized in the following
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chart. Data plotted are averares of the results sbhtained
by use of 1529 and of given-yenr weights.

This analysis leads to the following conclusions as to the
sauses of variafion in the income share of employees within
the ordinary business system:

{lt} During the depression, the industrial distribution was
fess favorable to empioyees than in 1929 or other good yesrs.

Factors Affecting Changes in Employee
Share of Income in Ordinary Business

TOTAL DWFFEREWCE M EMAGYEE PERCEMTAGE
m bIFERENCE ATTREUTARME To CRAMGED
IMDUSTRAL COMPOSITHON

CAFERENCE ATTRIBUTABLE TO CHAMGED RICCHAE
CHATRIBUTIOHN WITHEN INDIFESTMES

Chonge in Employes Parcentage, 1929 o Specified Year
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Thaot the c:mEI_u ce share of the sharply reduced national
ingome wis refleeted entircly the reduction or dis-
ap ea of profits in elmest every industry. Indeed,
bad it not been for the unfevorable indusiry distribution,
the over-all labor proportion would have bean even larger.

I -9a

Faoe 19%%

This ean be seen to some extent from the 1937 data, but
:];as Enr more pronounead in 1922, which is not shown on the

M N .

{2) During the war, ths industrisl distribution was
especiglly favorabls fo labor, while tha income distribution
within industries was even less favoreble than the peroentages
based on combined data would suggest. To some extent
this was a]reaﬂi true by 1941 sis of individual-
mdustry data the wartime shift toward 2 lar
profite share fo have occurred primarily in the nonwar rather
than in the war-related industries. :

{3} The smsall differences between the 1920 aggregate
fabor perceniage and the parcentages in the postwar yesrs
are largely attributable to industrial composition changes.
In none of the 4 years from 1947 to 1950 cop o difference
from 1829 of ez much 25 | percantage point be aseribed
t¢ income distribution changes within industries.

Employee share unchanged on comparable basis

Talken together, the f ing gnalyses ghow rather con-
clusively that the marked incresse from 1929 te 1950 in the
employae share of total nationsl Income is entirely dus to
ptructiral in the economy. Tha distributicn of
income within eom; le partsa of ihe sconomy was, on
balunce, about equ favorable to [abor in 1529 and 1950.

There is 3 strong presumption from the preceding findings,
taken together with the fact that in mndividual mdustries
the proportion of total income which originated in ¢orparg-
tions was apparentiy similar in 1929 and 1950, that this
latter statement is also applicable to the corporate sactor
of the sconomy considered alone. This is confirmed more
directly by 2 enlovistion for 1929 and 1950 similar to that
ehown in the chart but excluding farming and the professional
serviea industries, which are dominated by noncorporate

Net Interest

From $6.5 hillion in 1929, the interest component of nation-
al income dropped in every year but one unti it resched a
low of $2.9 bi]ﬁuu in 1946, It then recovered to 3.4 hillion
in 1950 and §5.7 billion in 1951,

Prom 1028 vntil 1932 the decline I interest payments,
consieting moatly of fixed charges which eould not Teadily be
reduced, was less precipitate thon that in other types of
ineome; mnterest moved {rom 7.5 percent to 13.0 percent of
aggregate income. Thereafter it dropped steadily to a low
of 1.6 percent in 1948, The subsequent increase in payments
brought this percentage baele to 2.3 pereant in 1949 and 1950,
from which it recaded a littls in 1951,

Meaning of net inierest

Net mierezt is intended, subject to a qualification in the
next paragraph, t0 represent the monetery and imputed
interest accruing Lo persons from privats (nongovernmniental)
sources. It may also be viewed as approxamately the sum of
{1} monetary interest received by persens from private payors
other than me.a.u cial intermediaries; and (2) total monetury
mterest received by financial intermediasies in behalf of par-
sons, Thisis lrue because interest receipta of financial inter-
medisnies o exoess of their monetary interest payments are
offsat, in nationsl ingeme mensurement by outpaymonts of
imputed interssi. The phrass “in behzﬁf of persons” is

“L Dnilon s ndepted 1o meneoring the patknal lnmme sifeet the size of eoch shom,  This
rsnmnlr' Ll ha;ﬁram Loy b N droo Tk woen giveed wma.wnﬁ: are inalodid in the
‘Irivt bodradl (o1 ewrmen, Erdiroot whiih e aealibed,  Esclusion of copital guins and koogpa
mdlnmg prtﬁmm Tosses Jo nlse (mportant. Buel dedn MEtims ve boso
Tulizd Lo b 296 Nirdomzd Fecemr g smant Lo tho SUEVET OF CUVERERT BuUstims,
Incwoe ulifami ore sre those pabH in thal saurey ool bhe May 1R SURTEY oF
Lunheyr Bumses, anther wikh wnderlring worketest maleried, rxpbept JF o peollmlbory
adiustmont of tho 19551 copornty proBes dikn fo koeals Indimted b¥ Bunsu oF Internol
Bryermbg tabulotions for 188 Lock of deloiked dote For 1981 Fos nedecmitatod andiog sengs
ol L st wod onelyses wilh 1050,
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nmsn;:‘v; beranse part of the interest yeceived by finsneial
intermediories is balaoced by monetnry snd, in the case of
banks, imputed mterest payments not to individuals but ko
other businesses.

An undersiatement of neb interest in terms of this descrip-
tion results from the treatment of Government interest fows,
To the extent that Government interest is received by cor-

tione other than finencial intermedinries, orisreceived by
E?mnirs and balanced in notional ineome accounding by im-
puted interest pa; 68 bo businesscs, it results in an under-
statement of net interest and a corresponding overstatement
of business earmnfs from opergtions.

An estimate the understatement resulting from this
source, together with the net interest share after adjustment
to include it, is presented for 3 yéars in the addendum to
tabla L. The share of interest in the national income would
drop slichtly more, in p&rmtag points, from 1829 to 1058
if the adjusted figures were substituted for tha vnadjusted.

Decline in interest share gem;ml

The mojor sources of private intervest are shown in table 1.
Fmaoncial intermediaries are omitéed becnusza they do not
sriginate interest. These dota represent gross monetary
hmtareﬁga e pnts}u.nﬁu?“;[evqn stul}gugh some small flows

ave 0 omited} ex t 1 noth 1mterest aogTegats
besatsa some interast is paid t:}dimsumm other than finan-
sial mtermediaries?

Thesa seven types of intereat fiows account for the mejor
changes in adjusted net interest. They can be analyzed to
diseover the sovrses of the sherp velative desline in the
interegt share. . . .

The total antional incorne in 1946 {when interest wos atits
lowest, point) was 2.1 times, and in 1450, 2.7 times, 5s large as
in 129, No major type of interest came close to Kesping
poce except, in the 192050 comparison, interest on consumer

Table 1—Sctccred Types of Monetary Intersst Paymmonta
[ BHikorss of dollars]
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credit, Specinl stiention is drawn to the depressing effect of
interest poid on brekers' loans, which emeuited to nearly $1
billien in 1929 and hss been almost negligibla thereafter.
Howover, it is evident that the decline since 1929 in the im-
portence of interest, relative to the national income, has becn
general throughout the aconamy.

The tabls alse highlights the impertance of interest pay-
ments on urban residentinl mertpoges, and consumer cradit
in the partial recovery of interest after 1346,  Each type hod
advanced approximately $1 billion by 1950; togethor they

* [ntpcest 0n brokars® Joans i antioly pakd. by vdividans o bivkacs, T tho perind whao
PRy e Lk e B, Tt B0y, :twan ¥ o by Elro braokzes to Gl o By, 06 Ehn hro'kers
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accounted for more than two-thirds of the total dollar
mcreasa.  All giher mujor private miesest flows in 1550
rernains] below 1929 levels even In dollar terms.

Interest decline duwe mainly to debt

For interest 10 have myintained its former pereen of
the national income it would have been necessary for both
interest rates and the ratio of debt to nationsl mcome to
remain unchanged—unless chmgﬁs in the two determinants
were offsetting. In table 2 the changes in thess two factors
E}a isnlated for emch of the major types of private interest

wE.

Table 2.—Analysis of Shifts o the Im, of Interest in the
National Ineome, Major Private Intereat Flows
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Had the ratio of debt of each type to natlonal income been
the same in 1846 as in 1929, interest rate changes would have
reduced by 34 pereent the ratio of these Eypes of interast to the
national meomea.  Had interest rates of each type remained
nnchanged, the behavior of debt alons would have reduced by
62 percant the ratio of these types of interest to the national
INCOInE,

This ratic actually fell by almost three-fourths from 1929
to 1946 under the combined influence of the two factors.
The analysis suggesis that about two-thirds of this decline
should be aseribed to the fact that debt did not inerense so
much as national income and about ome-third to lowered
interesy rotes.

Interest ratez, propery waighted for this Eurpusa, showad
little change from 1948 to 1960; the rise in the interest share
of the natwensal income was entirely duc to the advance in
debt—particulorly wrhan mortgages and consumer crodit.?

Interest from abroad smaller

The foreign balance ndjustment wos emitted from table 2
in order to confine it to mterest paid in the United States.
The return on privete portfolio investmants by Americens
was about 6 percent in 1929 and 3 percent in 195  This
reduction n rate of return wes Jess important than the behav-
ior of the amount of such investmeants in causing the propor-
t.imé of réili,t.iunal income represented by interest from abroad
to dwindle.
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Business Earnings

All business enrpings arise in the ordinary business sector
except the nat inflaw of dividends and branch profits from
abroad, and the refunds and dividends of farmers’ coopers-
tives.! With these exceptions, the percentage of the total
national income comprised by each type of business income—
the income of farm pmlgrietors. the Income of business and
professional proprietorships and partnerships, and corporate
profits bafore tux, esch mnsnrec{ 50 a8 to exclude mventory
profits 2nd losses—depends in she first instance upon (1} the
unportanee of the sector in which it originates and (2) tha
ratio of business income to total income within the relevant
secior. The two influences arve isolated for 192% and 1050
in tabls 5.

Changes in the importance of the sectors reflest almosi
eniirely the shifting indusirisl composition of the national
inpome. They tended f{o boost the shares of sorporale
earnings and nonfarm proprietors in the total nationsl in-
core, while lowering the share of farm propiistors.

Table 3 —Annlysis of the Botic of Business Enrnings to Nationat
Iooeme, by Trpes
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Particular interest centers in the seoond factey, the ratio
of business income to total income im each ssctor, For ench
of the three business sactors, the ratio of business earnings,
and of business anrnings plus net interest, to total income is
shown in the accompanying chart. ‘Tha latter peresntage
falls short of 100 by the share of employees, the only other
type of income which originates in ordinary business.

Farms

The most siriking development in the distribution of
insome within the farm saetor ia the long-term shift frem
interest to proprietors’ income. In 1829 interest accounted
for 11 percent and farm operators” net incoms for 73 percens
of ingome originating in agriculture; in 1950 these %mpur—-
tions wera 3 and 81, This shifs, which had been Jargely
completed by 1942, was partly dus to a reduetion of mare
than ona-fifth in murtfage interest rates, but primarily to
the drop in the ratic of debt to income. .

Thers is no ascertainable trend in the proporiion of farm
pstienal incoms going o interest recipiants and propristors
combi Howaver, this propertion tends te be high when
incoma i= Msing and low when it is falling becausze of the
graater short-run stability of farm wages. .

Aided by this tendency, the long-term shift from interest
to proprietors’ income pernuitted & percentage share of total
national ingeme for farm propristors in 1061 only one-
twenticth under 1020, despite the fact that the proportion

+ The pot, ieBaw for sbroed anesunted to 0.1 t of ¢ha notkmal incosae in 143 sod
4 peretnt fin 1580; th Kby colaat JEpomtribeted tn rise In tho rotlo of el erpo iz

modits
12 pathopm! Inpeotog, Tofmods and dlvidends of inrmers’ ecopertivea ¢quaked k= thin 0.1
peroank of onbinmal ncome o bath yearn.
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of pational income which originated in sgriculiure was
smoller by one-seventh. Thiz 1951 distribution wag some—
whai more favorable io farmers than that for 1950, which
is shown in table 3. It should be notad that it is onlvy in
the past 3 years that farm earningz have fallen short of
their 1829 percentage of ihe total national income. With
farm prices espeeially fnvorable, they were above their 1929
proportion in all bt oma year from 1941 through 1948

Nonfarm proprietors’ income

The ratio of proprietors’ earnings to income oSriginating
in nonfarm proprietorships and partnerships was almost £
points lower in 1950 than in 1929. Moat of this differsnce
cann be traced to the professionsl services. In this area
there was & marked increase in the number of employees
per proprietor (partly dus to compositionsl changas, l;houtﬁh
the tendency was general}) and a corresponding rise in the
ratic of pay rolls to proprietore’ income. addition, a
decline in the relative oﬂ:lgrtanae of the profassions within
the nonfarm proprietorship and partoership total con-
tributad to the over-sll decline, since in both years pro-
prietors’ income was g much fsigher percentage of total
income originating in the professions than m the remainder
of the noncorporate acunom{.

Another industry in which change away from proprietors’
egrnings was marled is securtty and commedity brokerage.
Here, the switch was batween propristors’ incoma and neg
nterest——which was suh-stamiuﬁ:,r negetive in 1928,

In the remainder of the noncorporate economy there was,
m the te, no difference bhatween the proprietors’
sbare of total income in 192% and 1950. This does yot, of
course, preclude offsetiing changes among individual indus-
fries, not doss i take gpecount of an apprrent redustion in
the propristors’ shere in 1951, ) .

Particnlarly noteworthy is the balge which appeared in
the proprietors’ share of noneorporate husiness incomes dur-
ing and just after Weald War IT.  Small firms, particularly
wimneorporated manufacturing sand trade establishments,
enjoyed exceptionally {avorable profita daring the period of
shortages and eontrols.

Corporate earnings

The prineipal change in the distribution of meome within
nonfarm ¢orporntions has been the same as that in agrical-
fure: an incresse m corporate enrnings at the expense of
interest.? In the 1943-B1 period corporste sarnings, com-
putad in the nationa! income on a before-tax basis, averaged
phout 26X percent of income originating in corporate busi-
ness, as comparad with 22,3 percent in 1929, Net interast
dropped from 3.6 percent in 1929 te about 0.5 percent in
the postwer period, while the compensation of employees”
percentage remained ahout the same.

Factors in higher profit proportion

Previous anglysis indicates that the rige m the profits
ghare was not the resudt of o different industrial distribution,
Tweo of tha major developmenis which may hove contributed
to the higher profit proportion may ba mentionad, howerer.

Qne is the advance in price levels which has raised replace-
ment cozts of capital poods above their avera m-i,maf‘ cost
Adjustment of both 1928 and 1950 cepital consumption
charges to o replacement-coat basis wonld cut the increase
in the profitz proportion of ineorne originating in corporate

4 It hing been earmectly pedned gt thot i ootbnad Income agounidng tho oxlatemen of

divldead and mgrest fows Intmdnees on pesentiolly orbltrary oloment into

the BrepRtdmem betoeon by Intorest sod profit shares within the ocxporote scotor,  Baws

wer, b the perlod undar mosdemtlon trs wos no greot in b relationship reterean.

bereal poee ptanndintomtﬁ?wnhﬂnmhm.ﬂmwr ng, ‘Tho drop n tho intere

shwero wng dos to the declis 1o Intercet puymmats, 8o ¢hat tho diettngcon amphasized iz e
bk nppests warypnbed,
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reentage points. How-

business by an estimated 1 to 1% : ]
at improvements in the

evar, it iz zometimes contended ) ment;
efficiency of plant and equi t and thair utilization have
largely or entirely offset the nominal price advances, and
that saeh Bn adjustmment is not A proper one,

Business Eamings and Net Interest
as paercentage of total income by seckors
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The second major development is the growth of corporate
income and exeess profite taxes. Over a period of more
then two decadas some shifting of this tex may have o
and contributed fo the sdvance in tha profitz share on a
hefore-tax basis. The results an an afier-tax basis are dis-
cussed in the final porticn of this analysis.

Profits movement within the period

In the prewst period the ratio’of corporste aarnings to
income orginating in nonfarm corperations followed the
business cycle closely and larly, The varintion was
sxtreme, from 22.3 percent in 1929 to menae 11.4 por-
cent in 1933—sa swing of 33 percentage poinis—and back to
15.2 percent with the partial business recovery nchisved by
1937, By 1941 it had reached 255 ont—pqual to its
1948-51 level—and moved a little hi in the early war

The raconversion process from 1945 to 1947 had a much
mere pronounced effect upon profits than on moest aconome
indexes, as the earnings percentoge dipped to o low of 20.4
in 1046, The decline in earnings was confined to the metal-
manuizcturing industries, tvansportation, and some types of
mining.

Fﬁ}ﬁl 1948 through 19561, despite the sharp shenges which
ocowrred in ?rices, wage rates, ta% rates, and the composition
of demnnd for business products, there was little variation
in the corporate earnings percentage. Certainly, changes
were no greater than could he explamed by fluctuations in
the rate of economic activity.

Rental Income of Person

Rental income, whish smonnted to more than & percent
of the nationel income in 1929, fell somewhot mora than the
tota] in the downswing of the great depression. It failed to
axhibit a proporti recovery in the upward phasze of the
cyele, however, and by 1942 was below 4 percent of total
income. In 1950 this percentags was down te 3.4 and in
1851, %o 3.0.

Character of rental income

ersons measures the net earnings of
of resl propoerty, including the
imputed net rent erodited to owner-cceupants of nenfarm
homes. [talsoincludes a relatively small amount of royalties
received by persons from patents, copyrights, and rights to
natural resoarees. ]

Rental income resembles proprietors’ income in that it is
o rezidual share somputed by deducting coste from value of
product and also in that it represents a composite of what
are anadytically labor, iInterest, pod profic components. Fhe
labor-retvrn ingredient in rent, however, may be presumed to
be relatively small, since by definition only incidental lahor
services ara invelved; the intereat component is probably
predominant,

Bental income of per
persons from their holdi

Lag in rental rates and gross rents

As u proportion of the netional inecome, monetary rental
income (as distinguished from imputed rent on owner-
seeupled homes) declined & little less than ene-fourth from
1920 4o 1950, abont eqnal to the reduction in interest rates
on. wrban mortgages. The movements of monetary rentel
income from esch of the major types of property holdmgs
have bean quite similar.

Whether or not it was as the consequence of lower interest
rates, rent control, or other canses, the principsal immediate
reason for the long-term relative decline of rental income
was appamently the fall in rental rates relative o gencrnl
prizee.  While rental vate data for nooresidential properties



22 SURVEY (OF CURRENT BUSINESS

ara extremely sparss, eneh informetion is availahle for rented
residential property, which slone is responsible for two-
fifthe or raore of monetery rental income. They show that
the ratio of the Buresu of Labor Statistics’ nrben residential
rent ndex to its general consumers’ price index dropped by
one-third from 1929 to 1950 or to early 1052,

Primarily as = result of such differential price movements,
the rafio of gross mouetary rents received by persons to
nationel income fsll by more than two-fifths, Persons re-
ceived about the same pmfpnrt.iun of total rent })&j'ment.s in
the 2 years, so a change of this kind was not a faetor in the
relative decline, The chift from: tepant to owner-ooszparey
of homas which ecourred contributed o & fairly small sxtent,

Table 4 —Derivation of Private Incoove Before and After Irinlﬁhty
for Adlovable Taxes om Ioneome, 1939 and 1HE
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The infleence of laggine frass rantal reccipis upon rental
ineome wae partially offset by sn incressad ratio of net rent
to grss rent, so that rental income from rented properiy
more wearly ke-?t- pace with the advance in totel income.
Thiz pattern o ln%ging grozs rental reccipts and higher
net-sross ratios applied 10 farm property, tenant-oceupied
Eﬁc entis] property, and commercial and industrial property
Lk&,

Impured rent

Imputed rent mede a poorer showing than monstory rentnl
income from 192% to 1950, It incressed dollarwize by less
than onf-fourth and, as & proportion of the national mcome,

" June 1958

fall by mora than one-half. The patiora of change, moreover,
was quite different from that of monetary rents. Alded by
tha substantial zhift from tenant to awner-ocenpancy, the
1929-50 percentage increass in actual expenses (ncluding
deprecistion} of owner-oocupants wes quite as large as thal
in the national income, but the increage in gross rents
whick ore velued by relersnce to rental raies on rented
dwellings, was much smaller. Ian uence, the ratio of
net rental incoma % gross ramtel velues fell by two-fifths.

It should not be overlooked that the rental date are mech
influeneed by the method of caloulnting depreciation and
also by the existence of residential rent controls,.

Transfer Incomes and After-Tax Distribution

The distribution of enrned income which has been dis-
cussed. thus far is altered smignificantly when account is
taken of the receipt of transfer incomes and the payment of
taxes on income. The effects of these iransactions upon
longer-run changes in the share distribution of income sre
examined in this section.

The emphasis here is upon types of income fiows rather
than upon chaﬂ%ﬁas in the welfare of particular groups in the
cOmmnity, ere is ne appraizal of the tofal burden of
taxer 45 indirect taxes and evan direct taxes not levied apon
earned or trapsfer incomes are cutside the seops of the
pregsent anslysis. Moreover, consideration iz not given to
tha henefita derived from Government expenditures other
than money transfer payments.

Privete income before and after tax

In toble 4, transfor ineomes are added to 1928 and 104R
nationzal income 0 secure totel private ineomes before taxes.
Texes allocabls to particular ¥ypes of income (including so-
cigl insursnee contrihutions) are thon deducted from this
aggregate to sacure private income after such taxes, The tax

Table 5.—Disteibution of Income by Three Income Concepts,
’ 192% and llaﬁ e

Privalgr
aito Hlloeabli
Tan Gi EHERME

Pritntg {pseiiy

Mational inoume Trsiwes Lt

‘Trpe of ey

| 1S T";ﬂf 198 | 18 (Todexd 2020 | 10 In&ﬂ

par- : Jhgit-
Fyrant | mat t | Poregnt | oent

Paregnt
Competisgtion ol omploToss...| 8.1 {637 [ MG |oly | WA BT WA in
Incatinn i unincHmMstid b=
prises and invpalary vabun.
Hon odinstaoea ft
Bushost andd profed$bonal | 5| &% | Wi | B | BE] 03| 4| BE L
F Ty T 3] .y 122} 4| T} D) LG | KT 3

Begntal (oot of potans.. . ... 0 7] 34 fr) B9 | 23 &l 87| &6

Corporate proftls wed inwen-
Wiy valoobbon gdesbmens. | LL3 | M2 MEA|10S| 18| 118 | w0 &7 ar
-]

Firit e 4| L¥ 2| aF| =a 5 8| £3

Tetal msduding ugolle-
satad propafcr jnomes,  JJ00 ¢ (1000 | 100 100.€ (180 1 00 (1000 190.9 100

Norr—Personbsgmy and fodercs calrokabed from ootaunded dotg, Dotall will ook pecs-
EAX]3 arcddd, bor TRl Dt o f T edling,
Bpareer T, & Dopurtmrmt of Commersd, Offlos of Buslness Eamyprmbor,

datn represent tax lisbility on insome carped or received
during the period, rather then actual payments.

Bome transfers and taxes can ba telated in total to »
particulsr mcome share, With ona exeeption, social insur-
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ance contribusions and benefit' payments sre asslgned io
labor income, since in the years congerned the plens were
related %0 wage and salary earnings. Left unallocated are
vontributions te and henefit payments from Governmant
life insurance, as well as all transfer payments other than
social insuranece benefits, which consist largely of payments
{0 veterans and their dependenta and {0 personz without
other sourees of jneome. Net Government intersst poy-
menis sre combimed with private interest. Corporate
profits tax iz assigned fo corporate carnings.

Bacausa of exemptions and Erogreusive ratas, allocation of
personal income taxes is possible only if ona basic condition
13 sccepted: that for sach faxpayer it is permissible to al-
loeate his ineorne tax Hability among various types of incoma
n portion to his reported receipts of taxable income.
Tabulations of the Burean of Iutemﬁ Ravenue published in
Statisticy of Imeome furnish tax and income date classified
by highly detailed income-size classes, so that a procedure
cin be followed which allocates personnl imcome taxes in
close correspondence o this condition. The most recent
year for which such data are available, however, is 1948.5

Differential impact of taxes

Tha ratic of persensl income tax to income varies widely
among the different income shares for three major reasons.
First, dofinitions of tazable income differ from the defini-
tions followed in nationsl income estimation: the inelusiom
in the latter of imputed incomes and differences in account-
ing for businese nventorics, in particular, should be recalled.
Seeond, the importance of tax svasion and avoldancs variag
1z among different ¢ypes of income. Third, the distribution
+f income among income-size classes, which are subject to
diffprent tax rates, vovies.

These differences, together with the imposition of corporate
Jinsame taxes and aolleciion of soeial inenranes sontributions
resulted in 1948 in a ratip of allocable taxes to privete in-
ocoma befora taxes of 3 to 5 parcent aach for farm proprietora’
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income, interest, snd rental Income; 10 percent for labor in-
come; 12% percent for the meoma of business and professional
proprietors; snd 46 percent for corporate earnings. The
rate for labor income, it should be noted, includes social
msurance contributions with which are associnted present
and future benafit payments. Tn 1929, of course, tax rates
were mouch lower on all types of income.

Percentaga distributiong of national ineome and of private
income before and after allocable taxes {exclusive of unaito-
cated fransfeor peyments) ace presented in table 5 for 1920
and 1948 Since substantial shifts both in the distribation
of national income and in tax rates have taken place since
1948, the emphasis here is less upon the changos m the die-
tribetions as such than zpon the woy in which bigh postwar
transfers and taxes have cansod the long-term shifts on the
thres baszes to diffar.

These differences may be presumed to have persisted to
the present, although in even more pronounced form since
corrent tax rates are higher then those prevailing m 1948,
In 1951, it may be noted, the ratio of corporate profits tux
liability to corporate was .68 as ageinst 0.41 in
184%; the ratic of doclarad Federal personal income tax
Lebility to personal meome was up from 04075 to 0.0953; and
pay-roll tax rates wore also higher.

Taxes heaviest on corporate earnings

The most striking point shown by table 5 is not. a surprising
one: that corporate earnings have increaszed at a larger rate
than total income on a before-tax basis, but at a smaller rate
when both are messured after taxes WWhile the share of
in the national income increased by 21
percent, on & private income-after-tax besis it declined by
13 percent.

nclusion of Glovernment interest, which advanced aharply
in this period, togathar with ths low affectivs tax rate against
interest, Limited the decline in the interest share of private
income after tex to eme-half, as againast & decline of thrae-
fourths in the interest share of nationel inpoma,
_ The parformance of business and professional propristors’
income was the same on either basis, while all other shares
did better an the basis of private income after taxes.

A comparison of the distributions of privets income before
end after allocabla taxes, to narrow the difference to tax
aifacts, shows the after-tax distribution to be the more
favorable to all sheres excopt cOTporate sarnings, with respect
both to level and 1929—4; movement. In E& ensa of the
ineome of business and professionel propristors, however,

the differance was alight.
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